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MARKET PROFILE
PRICE
MARKET CAP
D/E
P/E
P/B
BETA
ROE
SHARES OUTSTANDING

123.57
154.75B
1.17
48.84
2.35
0.56
5.50%
1.24B
INVESTMENT THESIS

I am issuing a BUY recommendation on T-Mobile with a target price of $123.57. The main
drivers for this recommendation include industry consolidation through integration
strategy, leadership on implementing 5G technologies, and increased customer experience
focus. Moreover, financial indicators remain strong despite a slowdown in 2019 and
continuing after the merger with Sprint, although showing potential to regain momentum if
the economy manages to at least resemble pre-Covid indicators. Revenues, cash flows are
expected to continue increasing, and the same applies to margins as operating costs from
the Sprint merger should be significantly reduced. Also, leadership in 5G provides a special
customer experience as one of the company’s most recent innovations include augmented
and virtual reality for frontline workers, which are meant to boost productivity of their
businesses and optimize troubleshoot for their customers. A step forward has also been
made regarding users’ entertainment and streaming, as shown in its Netflix on Us service,
which allows the user to access the service with a $8.99/monthly payment for a basic
subscription. In addition, T-Mobile innovated in the financial sector, by implementing online
banking app T-Mobile Money. These two innovations, 5G leadership by using augmented
and virtual reality, as well as increased customer experience focus through Netflix
streaming, could potentially encourage investment.
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In addition, we must consider T-Mobile as an investment alternative because of its
significant milestones for the company and the industry in Q4 2020, closing one of the
company’s best years in history. T-Mobile as of Q4 is the industry leader in customer growth
as it grew to 1.7 million in total net additions and 1.6 million in postpaid customers. Strong
financial results in total revenues, net income, EBITDA, and free cash flow are also positive
indicators of investment. Moreover, T-Mobile is the largest 5G network in the United States
as it covers 4 times more than Verizon and 2.5 than AT&T in its Extended Range 5G, and 50x
more than Verizon in Ultra Range 5G.

BUSINESS DESCRIPTION
T- Mobile provides wireless services to more than 100 million prepaid and postpaid
customers, through various service plan alternatives, and through product diversification by
offering a selection of wireless devices such as smartphones, tablets and other mobile
communication devices, all made by different suppliers. The company’s highest expenses
are operating costs and network optimization costs, providing a full range of devices, build
and retain high-quality employees, and employee compensation.
CUSTOMER BASE
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T- Mobile customer base is composed of postpaid and prepaid users, as well as a small, less
representative percentage of 9% of wholesale and roaming services. There is a significantly
higher base of postpaid users compared to prepaid, the rise of postpaid customers, which
are categorized in two plan types: consumer, and business, was a result of T- Mobile merger
with Sprint, which helped T-Mobile not only to gain new customers as high as 16% in 2019,
but also extend network coverage.
In addition, the overall customer base constant growth especially in 2020, is a boost for TMobile, which is reflected in its milestone 2019/2020 financial year, especially in industry
customer growth.
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As for T-Mobile in Europe, 650,000 customers in Germany had subscribed under Deutsche
Telekom, 670,000 in other European countries. This is the largest number of Deutsche
Telekom customers in Germany and Europe since 2016.
UN-CARRIER STRATEGY – MERGER WITH SPRINT (APRIL 2020)
On April 1, 2020, T- Mobile officially merges with Sprint as a statement of integration
strategy and strive to strengthen the firm’s spectrum position. The integration between
spectrum and network assets is expected to be on place in the next two years, acquiring
Sprint customers into T- Mobile’s network and increasing spectrum by taking control of new
FCC licenses for operating 800 MHz, 1900 MHz, and 2.5 GHz bands. Moreover, T-Mobile did
not limit its strategy efforts to Sprint, but also by merging with other firms like SoftBank and
most recently Deutsche Telekom in April 2020, for related party information such as
intercompany servicing and licensing.
5G LEADERSHIP
As of the end of 2020, T-Mobile’s 5G Extended Range covers 280 million people in 9,100
cities and towns. 5G Ultra Capacity covers 106 million people, expecting to grow to 200
million by the end of 2021. Today, we can see how 5G-enabled technology has become so
important that has made its way into every aspect of the modern economy, from optimized
wireless connection on our smartphones to remote surgery in hospitals to improve
healthcare, as well as connected vehicles. By introducing ultra capacity 5G, T-Mobile is
poised to make its case for leadership of 5G technology in the wireless communications
industry, and that is already reflected in the company’s performance over its fiercest
competitors, as T-Mobile’s Extended Range 5G covers nearly four times more than
Verizon’s, and nearly doubling AT&T’s, motivated by a fortified customer base and by
integration strategy through its merger with Sprint. T-Mobile’s Ultra Range 5G is also the
largest in the country as it covers over 50 times more than Verizon. In addition, partner
Deutsche Telekom in Europe also is very active in 5G leadership as at least 2/3 of the
German population is connected to 5G, with potential to continue increasing.
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REVENUES

As of 2020, the company had boosted revenues up to 68,000 million, showing bright signs
for the future as a leader in the wireless communications industry. The company’s stream of
revenues by region is limited to the United States, Puerto Rico, and Virgin Islands for 4G and
5G services, however other lower-frequency technologies are present in over 200 countries
worldwide. T-Mobile’s annual report does not include every region and continent
separately, but it does consider stream of revenue by customer category -postpaid
customers who pay after receiving wireless services in their devices, prepaid customers who
pay for the service in advance, and wholesale customers including mobile virtual operator
customers managed by wholesale partners- which shows about 36,000 million for postpaid
customers, about 9,400 million for prepaid and above 4,600 million for wholesale/roaming.
Analyzing revenue evolution comparing to 2019, the total revenues had increased by 23.4
billion (52%), the postpaid revenues increased by 13.6 billion (60%) mainly from customers
acquired in Sprint merger, and wholesale, roaming and other service revenues both
increased by above 1 billion (100%) due to new customers after the merger and low
international roaming due to Covid and low regional roaming due to revenue generated by
Sprint- acquired customers.
Additionally, postpaid net additions of 1.6 million in the strong Q4 2020 and 5.5 million for
the full year, marked a historical milestone for the company, also being the highest of the
industry in Q4 2020 and all-time best in the company’s history, in the category of customer
growth.
INDUSTRY ANALYSIS & COMPETITION
The wireless communication market is highly competitive. T-Mobile is currently the second
largest provider of wireless communications services in the country, and the firm’s strongest
competitors are both national, AT&T and Verizon. In addition, T-Mobile has regional smaller
carriers as competitors, such as Comcast, TracFone Wireless, Altice USA, or DISH, most of
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these companies provide no-contract, postpaid, prepaid service plans. Some drivers of the
industry analysis include aggressive pricing, service and product diversification, customer
experience, network quality, development of innovative technologies such as 5G wireless
connectivity, and market regulations.
As explained in the 5G leadership section, T-Mobile is significantly consolidating in the
industry as a leader of 5G connectivity, almost doubling the number of users compared to
competitors. Globally, T-Mobile is innovating through other services such as enabling users
a basic Netflix streaming suscription, TV subscription with YouTube, and an online banking
alternative-T-Mobile money-. However, new challenges for T-Mobile in the future could
include the implementation of 5G outside the United States, as currently T-Mobile’s 4G and
5G are limited to the country, although the company should expect international 5G to
cause further issues with margins as costs will increase even more than by the time of the
Sprint merger.
Looking at financial metrics such as Market Cap, Price to Earnings, Price to Book, ROE, Beta,
or EBITDA, T-Mobile appears to be underperforming in metrics such as EBITDA and P/E,
however remaining competitive in Beta and ROE. This is reflected in a more overvalued
stock price by T-Mobile, but favorable revenue projections as a result of Sprint merger and a
significant increase of users, are indicators of a stock with room for growth.
As for international markets, partner and holding company Deutsche Telekom is a strong
company in Germany and most of Europe-with subsidiaries in Czech Republic, Netherlands,
and Poland-, some of its competitors include Telefonica and Vodafone. In an extraordinary
effort to expand 5G connectivity across Europe, DT is closely working with both companies.
Just like in the United States, improving 5G in Europe is not limited to wireless connectivity,
but also extend it to every aspect of business including freeways, rail routes, and healthcare
solutions. Today, T-Mobile is the fourth largest multinational phone service provider after
UK’s Vodafone, Airtel in India and Spanish’s Telefonica.
FINANCIAL ANALYSIS
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P/E
T-Mobile’s P/E ratio is considerably high and underperforming compared to its strongest
competitors. Since aggressive pricing is a key growth driver for the industry, it is a challenge
for T-Mobile to cope with its competitors’ best pricing strategies including cost reduction,
which the company’s management is already conducting as a result of Sprint merger
consolidation. If the management strategy is moving forward as expected, while continuing
to strengthen the customer base, better P/E ratios are expected to be reported in the
foreseeable future.
EBITDA
With respect to EBITDA, T-mobile’s performance has shown a very prominent outlook
especially between 2018 and 2020, where it skyrocketed from 12,300 million to about
20,800 million. Total net additions of 1.7 million in Q4 2020, marked the best EBITDA
performance in industry, and an all-time milestone for the company being the highest in
four years. Adjusted EBITDA reached 6.7 billion in 2020 and 24.6 billion for the full year.
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FREE CASH FLOW
T-Mobile ended one of its best years as of 2020, and free cash flow was a factor as it
increased to 476 million in 2020, reaching 3 billion in the full year, which leaves potential for
even more ambitious investment in 5G and entertainment through Netflix streaming and
Youtube TV, as well as targeting cost efficiency to eliminate redundant operations and
strategies that are seen as no longer effective after the Sprint merger.
MANAGEMENT VIEW
T-Mobile’s merger with Sprint in 2020 enables the firm to increase depth of local 5G
network, increase its customer base, and consolidate in the industry. The firm’s
management also expects significant costs reductions as the merger would enable more
operations and processes to optimize, such as transaction costs, including legal fees. After
the merger close, a restructuring process is underway and focuses on initiatives to reach
cost efficiency, related to contract termination costs applying to retail stores, severance
costs of redundant operations, and distributed antenna systems to increase synergy of
network costs. All of these restructuring activities are expected to be underway until 2023.
This restructuring plan projects a reduction of operating costs and expenses, especially
selling, general, and administrative. Other restructuration measures were put for spending,
adjusted due to economic uncertainty, affecting travel, built-out of stores, advertising, and
third-party services and other operating services.
APPROACH TO COVID-19
As a consequence of Covid, before the merger completion, 80% of T-mobile stores and 70%
Sprint stores were shut down temporarily, those stores were reopened as instructed by the
different states’ regulations. As for employees struggling with illness, the firm took action to
protect them by giving access to time-off if symptoms had occurred, and payment to
employees and commisions for third-party dealers. A significant portion of full-time
employees were enabled to work from home globally, when possible. In addition, unlimited
high-speed data connectivity was ensured and still fully operational, and customers are also
provided with safe solutions such as virtual selling and curbside pickup.
VALUATION
Based on Free Cash Flow analysis, as well as the Free Cash Flow to Equity model, T-Mobile
appears to be overvalued. In this analysis, given T-Mobile has never paid a dividend, the
Dividend Discount Model was not an optimal valuation method to apply in this stock
analysis. However, its favorable expectations regarding revenues, number of users, 5G and
overall wireless connectivity make the case for T-Mobile to be a prominent stock with much

8

FINC 356 - INVESTMENT REPORT – DRAFT #1

Manuel Fronciani
March 27, 2021

room for growth. Strong financial results in total revenues, net income, EBITDA, and free
cash flow are also positive indicators of a better valuation in the foreesable future and
therefore a smart choice for investment.

INVESTMENT RISKS
To say that Covid certainly has impacted the firm’s business, operations, liquidity, and
financial results, and will continue to, is an understatement. The business operations are
constantly monitored by state laws, which constantly represent a threat of eventually being
required to open, close, and limit capacity of T-Mobile stores throughout the country.
Despite stores being mostly open, and following biohealth protocols, stay-at-home and staysafe approaches are causing a negative impact on customer traffic in the industry. In
addition, the economic uncertainty also hit customers hard because in many cases restrict,
or even impede them to pay for the services acquired. Moreover, T-Mobile’s business is
susceptible to changes in general economic conditions including interest rates, rates of
inflation, consumer confidence, debt levels, unemployment rates, and othe macroeconomic factors.
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Competition in the industry is also a significant risk as factors such as aggressive pricing,
pressure to create innovative and diversified products and services, efforts on customer
engagement and expand coverage for new technologies such as 5G, are constantly driving
the wireless communications sector into market saturation. The company expects market
saturation to continue due to increased customer demand within the industry, which
includes pressure on network capacity.
Cybersecurity is another constant business risk as T-Mobile’s customers’ information are
always at risk of being breached by suspicious, unauthorized parties. In December 2020, the
company has been notified of various incidents related to the matter, including attempts of
fraud by taking control of customers’ phone lines, and in other cases fraud attempts using
unauthorized credit card, financial, social security information. Despite efforts to combat
those practices and actions taken previously, as a big-name phone carrier T-Mobile is
naturally exposed to cybersecurity risks and data breaches by unauthorized parties.
Even though late mergers such as Sprint are providing the company success in revenues and
other financial metrics, there are also some financial, managerial and operational factors to
consider after any merger or acquisition, which include diversion of management from the
existing business, failure to integrate the financial and operational system of business
involved in a way that it does not disrupt the normal business operations, exposure to
material liabilities due to an existing litigation, ability to obtain regulatory approvals to
conduct the transaction, and the likelihood that every business, technology, product, or
wireless service can be harmed if as a result of a negative performance associated with the
merger.
Another significant risk to the business is the reliance of T-Mobile on third parties to provide
products and services for the company, if those parties fail to perform those products and
services as required, both business and financial conditions would be severely impacted.
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